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TO THE SHAREHOLDERS: 


Your Company suffered a loss of $2,835,000 or 20¢ per share for 1977 as com- 
pared with a restated profit of $1,126,000 or 8g per share in 1976. This loss was after an 
unusual item of provision for loss on real estate of $3,927,000 before taxes, representing 
mainly the reduction in book value of surplus lands in the Company’s land assembly in 
Uxbridge, Ontario. In 1977 the Company decided that such lands should be sold without 
further development and that no further interest and carrying charges would be 
capitalized on them. 


During 1977 the Company adopted the sinking fund method of depreciation. (See 
note 1 (d) ). The effect of the change in method in 1977 is to reduce the depreciation 
expense for the year by $699,000 and to increase the cost of sales of Revenue Producing 
Real Estate by $378,000. 


Rental income has continued to increase from $12,171,000 in 1976 to 
$12,667,000 in 1977 despite the sale of revenue producing buildings. Many of the 
buildings sold have operated with ‘net’ leases while new buildings have mainly been 
residential rental buildings with gross leases. For this reason gross profit as a percentage 
of rental income has declined from 31.8% in 1976 to 28.5% in 1977. 


We are continuing our policy of replacing our older industrial buildings with new 
buildings. Accordingly, in 1977 we sold one revenue producing building and 50% of the 
St. John’s City Hall and completed two new industrial buildings in Boucherville, 
Quebec. We also completed a small shopping plaza in Oakville, Ontario. Sales of 
revenue producing real estate generated a profit of $67,000 in 1977 as compared to a 
restated profit of $1,075,000 in 1976. 


| commented in my report at this time last year that it seemed that many people 
were reluctant to make a large commitment to a new house purchase. Unfortunately, 
that attitude persisted in 1977 and the housing market in the Toronto area continued to 
be depressed and sales during 1977 were disappointing. Sales of houses in the Boucher- 
ville, Montreal area were also slow and were significantly affected by a strike which 
prevented our obtaining the expected number of serviced lots. Since the year end 
services have been installed and sales should improve considerably. 


The income tax act of Canada offers tax-shelter opportunities to investors in 
Multiple Unit Residential Buildings or MURB’s. Your company has sold 22 townhouses 
in Oakville and approximately one half of a high-rise apartment building in Toronto on 
this basis. We are at the moment constructing two more buildings containing ap- 
proximately 455 apartments which we also intend to sell as MURB’s. The sale of MURB’s 
entails guarantees of future income to the purchasers for varying periods of time, as 
described in note 1 (e) (ii). 


At the beginning of 1977 we entered into a partnership with M. G. Wright 
Construction Limited. The Company has a 75% interest in this partnership which 
acquired from the Company two revenue producing buildings, construction in progress, 
and land held for and under development in the province of Quebec, and assumed the 
liabilities attached thereto. The partnership will develop, construct and retain or sell 
real estate in the Province of Quebec. During 1977 the partnership sold 86 houses in its 
development in Boucherville and has a further 48 houses under-construction at Decem- 
ber 31, 1977. 


Land development continues to be difficult. Toward the end of 1977 the official 
plan was signed by the Minister on our lands in Vaughan Township which is on the 
northern boundaries of Metro Toronto. This project consists of 215 acres, and it appears 
likely that we will be servicing towards the end of 1978. We have submitted a Draft Plan 
of 179 acres of this project. We have also sold the balance of the lands in our Oakville 
joint venture, and as the land is presently being serviced, we anticipate that completion 
of the servicing will permit us to recognize the sale in the third quarter of 1978. 


We have found difficulty in finding suitable projects for our joint venture in the 
United States as there is increasing competition for the acquisition of real estate invest- 
ments in that market. During 1977 we arranged three projects in Atlanta for investors, 
involving two multiple tenancy industrial buildings and a 70,000 sq. ft. office building. 


The economic climate in Canada continues to be uncertain. There are recent 
signs however that the structural problems in the economy are being corrected primarily 
through our lower Canadian dollar. 


On behalf of the Board of Directors 


ZELL 


Toronto, Canada Maxwell Goldhar, 
March 31, 1978 President. 
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(Incorporated under the laws of Ontario) 


CONSOLIDATED BALANCE SHEET 


DECEMBER 31 
(1976 as restated) 
ASSETS 


Note 1977 1976 
No. $000’s $000's 


47,281 39,769 
11,057 NGAI 2 
28,081 42,508 


Revenue producing redl estate! 72 0 pan. fe 9 ee 2 
3 
Surplus land Sead aaa 2 Ss et 5 7,443 _— 
6 
1 
if 
8 


CONStFUCEHON U-OROBFOSS:c m5 ce 5 .c ae  ee tire eo 

Land held for and under development . . 

Accounts and mortgages receivable . 13,976 12,978 
1,268 1,608 
2,573 978 
2,027 3,283 


Deferred currency adjustments ]. si .0) 22s cae ee 1 
Other aSsets: 0.7 ove ca ses Oe Ge oP ee 


Cash rn men er wmer ees ee OE Oe Atel eG oe 


113,706 119,896 


LIABILITIES 


Mortgages payable on revenue producing real estate................... 9 36,356 27,740 
Other loans:and mortgagespayable 4.100) 10 22,183 1, 012 
Sinking fund debentures. = 2 se ee eh 7,973 9 866 
Bank indebtedness ...... < ist aioe Wa ae ty SRS ee ee ie 12,141 11,308 
Accounts payable and accrued tabilities::... aoe ee een eee eee 5,982 6,731 

84,635 86,662 
Deferred inGOme 2)0.5..-45 00 Se cena eee ee 13 3,935 3,461 
Deferred income taxes <.... <2... en ee ten ee rs 3,669 5,471 


SHAREHOLDERS’ EQUITY 

ihe POU ees Nae ce ea 14 27,324 2/ jae 

1b SL to DD Soe Ged RE (5,857) (3,022) 
21,467 24,302 


Capital stock 
Deficit 


113,706 119,896 


Approved by the Board: 


Leh. , Director Zio , Director 


CONSOLIDATED STATEMENT OF INCOME 


YEARS ENDED DECEMBER 31 
(1976 as restated) 


1977 1976 
$000’ $000’s 
Rental Operations 
RTI AIRCON Oe TOR Mn eer. lias 2B) iil yet bce Ae na es ve 12,667 ahd a 
Propertyoperating Expenses (74tea tae nals was ea coes me Boe 8,621 7,912 
DEplCOLALOM em een Poets Sete eel een tie reese cee 436 9,057 389 8,301 
CS TONS SHOT Ott CMM OO ed Pe ec nc eda Buk SiGe a oo oe Ma aS 3,610 3,870 
Revenue producing real estate 
Sales ec ae 3,475 4,218 
(ES GS) SS Sey ets Me ROR Ie Re POR EEO” ioe omega 3,408 3,143 
CoO SSO RON Lae es eee Pre ene ete ere, Stead ie ete Sd ak 67 1,075 
Construction, land held for development and surplus land 
SEMTeS ae ye aes Bet ee PED nn, ene ee Ce 7 14,513 16,541 
CostorSdles paePa eo etre ih taal Ley Ae eee 14,263 15,398 
CROSS OFO i weee se eret cls CH PS aay Aer A eRe 250 1,143 
iteheS ENICNOLIVE INCOME etki tie aa con ad tes ees tens Sara barn 1,403 937 
Gross DrOllehOnnOpenabiOnsS women. cule. et 4 ce av cote ee a 5,330 7,025 
Deduct: Interest expense less amounts capitalized 
ta Gldset tog ic NR Se, CO me eye Tene pe ater aera meee a 4,210 3,447 
Administration and general expenses ................ 1,956 1,761 
Discount on sale of mortgages..................... = WES 
Net transfer from deferred income (Note 13)......... (100) (64) 
Provision ton lossonreal estates 4... vabase see wes op 3,927 9,993 — 5,319 
Income (loss) before income taxes and extraordinary item ..... (4,663) 1,706 
Income taxes (Note 21)........... RNIN eR esd (1,623) 7 | 
Income (loss) before extraordinary item..................... (3,040) 985 
Extraordinary item 
Deferred income tax reduction on recognition of prior 
WS e ULI) Sa O LETC GS orn sc sci, oatictn oo, cel ee 205 141 
fw oe Rk a i i a a a nr a a a a ane Re 
Net HCOMe MOONE OIS, 5c six pence oh Biaeake be tee Sau’ (2,835) 1,126 
Earnings (loss) per share (Note 18 (b) ) 
BetoreextroOrulialy itn «eee: Gn ue Ga ne a Pa ov (21.5¢) 7 .O¢ 
ATLGREXtIAOrdINnary (LEMNs ox. cma eoraa ered eee awantne eau (20.0¢) 8.0¢ 
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CONSOLIDATED STATEMENT OF DEFICIT 
YEARS ENDED DECEMBER 31 


1977 1976 
$000’s $000's 


Deficit at beginning of year 


As previously reported Sie nai t eee eee ow te bn egy eae 5,768 6,814 
Reduction in deficit due to change in accounting policy for depreciation......... 2,746 2,666 
As restated er ROE TR eae ee oe eee 3,022 4,148 
Net income (loss) I Fe 8 ee (2,835) P1206 
Denci avendolyedm. o. «55. cpa ee ee dn AN ld UE ap 5,857 3.022 


AUDITORS’ REPORT 


To the Shareholders of 
Revenue Properties Company Limited 


We have examined the consolidated balance sheet of Revenue Properties Company Limited and 
subsidiaries, joint ventures and partnership as at December 31, 1977 and 1976 and the consolidated 
statements of income, deficit and changes in financial position for the years then ended. Our examination 
was made in accordance with generally accepted auditing standards, and accordingly included such tests 
and other procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the 
companies, joint ventures and partnership as at December 31, 1977 and 1976 and the results of their 
operations and the changes in their financial position for the years then ended in accordance with 
generally accepted accounting principles applied, after giving retroactive effect to the change, with which 
we concur, in depreciation policy as described in note 1(d), on a consistent basis. 


Toronto, Canada ie fiddellgls 


March 23, 1978 Chartered Accountants 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


YEARS ENDED DECEMBER 31 
(1976 as restated) 


SOURCE Ob FUNDS 1977 1976 
$000’s $000’s 


Cash flow from operations . . 


* hee hee eRe es Se aT aS Oke : — DOSY: 
Net changes in: 
Mortgages receivable |. . ee ae ie 338 Nal Lo: 
Bankloans .... ie ssh we by ee eee 1,447 6,753 
Loans and mortgages Sane — Boley 


Investment in revenue producing real estate ual revenue producing 
real estate under construction . . a . ee re ee 1,914 


Land held for and under development and ie Ad 


APPLICATION OF FUNDS 


Cash usedin operations .......... i AR rer ras ctne Hae Cee: 327 — 
Net changes in: 
Loans and mortgages payable .... Pak ee 218 — 
Sinking fund debentures |. . - pire, < 35 2 ee 1,893 3,597 
Other assets and liabilities . . Lae . 2,677 3,376 
Investment in revenue producing esl estate et revenue producing 
real estate under construction i ation ee — 2 578 
Land held for and under development and anaes ae — 4 258 
Other projects under construction eee > 2,283 1,640 


INCREASE (DECREASE) IN FUNDS ... Cen See | (642) 290 


Funds are defined as: 


Cash ee A ee | See aon > aN Be sb che Stet, ae eek eee 2,027 3, 283 
Bank indebtedness, eenited a ee eo eee acat ea 1,004 1.618 


/ 


1,023 1,665 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
YEARS ENDED DECEMBER 31, 1977 AND 1976 


Throughout these notes “the Company” refers to Revenue Properties Company Limited, its 
consolidated subsidiaries, joint ventures and partnership unless the context indicates otherwise. 


1. Summary of accounting policies 


The Company is a member of the Canadian Institute of Public Real Estate Companies. The 
Company's accounting policies and its standards of financial disclosure are substantially in 
accordance with the recommendations of that Institute. 


(a) Principles of consolidation 
The consolidated financial statements include the following: 


— the accounts of all companies in which the Company holds more than 50% of the voting 
equity. The principal active subsidiaries are : 


Ownership % 


One Thirty One Bloor West Liiaited esa ee 100 
Revcon Developments Limiited =. 2 .arman ene ee rarest eee 100 
Revenue Properties Central Developments Limited ................. 100 


— the accounts of all participating ventures in which the Company holds 100% of the land 
held for and under development and for which the Company is responsible for all 
financing required. The Company’s participation in net income or losses of these ven- 
tures varies from 75% to 90%. 


— the proportionate share of the assets, liabilities, revenues and expenses of unin- 
corporated joint ventures and partnership. 


(b) Capitalization of costs 


(i) The Company follows the policy of capitalizing direct carrying costs such as mortgage 
interest, realty taxes and other related costs to land held for and under development and 
construction in progress. With respect to construction of revenue producing real estate, 
the construction period is generally considered to have ended when a rental occupancy 
of approximately 70% has been achieved provided that the project has attained a 
breakeven position within a reasonable length of time. 


(ii) The Company also capitalizes that portion of interest on general borrowings considered 
applicable to land held for and under development and construction in progress. 


(G) 


(e) 


Income recognition 


(i) Sales of housing and land 


Income from these transactions is recognized as follows: 


House sales — at the date when title passes, at least 5% of the purchase 
price has been received, and all material conditions have been 
fulfilled or provided for. 


Condominium sales — when the amount due on closing is received, the purchaser 
is entitled to occupancy and undertakes to assume a mort- 
gage for the balance of the purchase price. 


Land sales — when all material conditions have been fulfilled, at least 15% 
of the purchase price has been received, and interest has 
commenced to accrue at a reasonable rate on the balance due. 


(ii) Construction income 


Income from construction contracts is recorded on a percentage of completion basis. 


Depreciation on revenue producing real estate 


During 1977 the Company adopted the sinking fund method of depreciation in order to 
make the Company’s financial statements comparable to others in the industry. Previously, 
the Company’s method assumed a 40 year useful life with an annual depreciation charge of 
2.5% of the original cost. The new method of depreciation which has been applied 
retroactively to the inception of the Company, charges to income amounts which increase 
annually consisting of fixed annual sums together with interest compounded at the rate of 
5% per annum so as to fully depreciate the buildings over their estimated useful lives of 50 
years. The effect of the change at December 31, 1976 is to reduce accumulated depreciation 
by $5,492,000 with a corresponding increase in deferred income taxes of $2,746,000 and 
reduction in deficit of $2,746,000. 


Depreciation on furniture and equipment is provided on a straight-line basis over a 10 year 
period. 


Deferred income 


(i) The Company follows the policy of deferring its profit on sale and leaseback and similar 
transactions as sales occur from time to time. This profit is being taken back into in- 
come on a straight-line basis over the term of the leaseback and is shown in the con- 
solidated statement of income as a transfer from deferred income. 


(ii) Where the Company sells buildings and gives cash flow guarantees, the portion of the 
sales price which is determined to be applicable to such gurantees is not included in 
gross revenue but is transferred directly to deferred income. These amounts will be 
included in rental income in future years in amounts which are predetermined at the time 
of giving such guarantees. 


revenue properties company limited 


2. Revenue producing real estate 


1977 1976 
$000's $000's 


Land, buildings and equipment at January 1, less accumulated 
depreciation of $2,486,000 (1976, $2" 322 000) eg re eee 39,769 41,079 


Additions during year...... Selene Foe eee 11,346 1,986 
51115 43,065 

Less: Disposals at net book value. =). 206 ee ee ee 3,398 2,907 
Depreciationexpense for the Year 2222.5 42. 4.1 ee 436 389 


Balance December 31, at cost, less accumulated depreciation of 
$2,815,000 (1976; $2,486,000) 


The cost of freehold land included at December 31 in the above is $2,665,000 (1976; 
$2,792,000). 


3. Construction in progress 


1977 1976 
$000’s $000’s 


Revenue producing real estate under construction 
Industrial and commercial....... 
Resideriticl ae.) et eee kee ye ae — 8,541 


Projects under construction 
FIOUSINEA. totam ee tient ear ee 
Multiple unit residential buildings 


4. Land held for and under development 


1977 1976 
_$000's_— _$000's_ 
Land 
Oritatia i. ca EM Lae ate et Wels lee Ce, tee 23,996 37 ,394 
Quebec! gue. Bi Ae e e BO ees Bee 4,085 5,114 


28,081 42,508 


Land held for and under development is shown at cost and was increased during the year by 
interest and other carrying costs of $3,118,000 ($4,440,000 in 1976). 


During 1977 a large portion of the land assembly in Uxbridge, Ontario was transferred from Land 
held for and under development to Surplus land (see note 5). 


6. 


Surplus land 


The Company has determined that a large part of its land assembly in Uxbridge, Ontario should 
be sold without development. This portion of the land has been transferred from Land held for 
and under development to Surplus land as shown on the balance sheet at December 31, 1977. 
On the basis of an independent appraisal obtained as at June 30, 1977 the Company reduced the 
book value of the Surplus land by $3,500,000. This reduction has been charged to income as a 
provision for loss on real estate. The Company has also decided to cease capitalizing carrying 
costs and interest on the portion of its general borrowings considered applicable to its 
investment in surplus lands. The amount of interest and carrying costs which would otherwise 
have been capitalized was $1,020,000 in 1977. 


Accounts and mortgages receivable 


1977 1976 


Mortgages receivable........... 7,605 7,943 


Balances receivable for land sold under agreements 


Gb PUrCmase ARC Sale, yh oe es Sle 8 SEE hs Re ah 3 2,283 2A1B¥ 
Rents and other receivables....... oe $25%- 2,542 2,898 
Amount due from partner secured by the partner's portion 

of the partnership assets (see note 22)... Cae eS Te 1,546 — 


13,976 12,978 


Mortgages receivable, including $3,242,000 on certain properties leased back, bear interest at 
rates which vary from 5% % to 101% %, weighted average 8% and mature at various dates to 
2002 as follows: 


$000's 
AMMO © ee ; Te oe 523 
ANSWAS D> nat ees Sena ee Be So shyt ae See Mt ee ae ee 507 
(SYS (0) cen, ph ieee, eeen a e She BLS 286 
USA 5 Se ae Wy, 228 
USN ca an ee a ee ee WEL Ee eA i MRS 2 Sy 5. 799 
1983 and subsequent......... Goes Poa ee eee 4 787 
7 130 

Second mortgages taken back on housing units sold mature at various 
dates to 1995 (interest rates vary from 6% % to 10% %) ........... 475 


7,605 


Substantially all mortgages receivable are pledged against loans payable (see note 10). 
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7. Other assets 


1977 1976 
$000’s $000’s 
Prepaid expenses... 20.09.50. GRR earner 1,002 701 
Costs recoverable fronmtenantS 4. @ ave eee ee ee ee eee 420 146 
Sundry investments iabequity <2 -5.0. em eeeeeee ere eee 178 134 
Deposit held in trust securing note payable (see note 10) ............ 973 — 
Pas Vie 978 

8. Cash 

1977 1976 
8000's —_$000’s. 

Cash.and short-term? deposits = 7 5. 45) 5a earner 1,864 S403 
Cash tin Gscrow! dix. csi) 6 ssn Slee tee cee en 163 180 
2,027 3,263 


9. Mortgages payable on revenue producing real estate 


Mortgages payable bear interest at rates which vary from 6% % to 13%, weighted average 9.1% 


and mature at various dates to 2027 as follows: 


$000’s 

i es ee ne Te Wee EE Pe A AS GA 1,663 
tg es eer ewe FRM Wes MRR a . cua ya 2,044 
TOS OS es PRP SAS © wl ees oan, Se a 1,781 
TOBY lis teceget ns ccc Bo Sen, Eis oe oe ae a al er 1,143 
VOB 2 ne PE OS sire ce Mie SMES ee ae oe eee a 1565 
1983 and SUDSEQUENT oo « cosacee aw ue ee 28, 160 
36,356 


10. Other loans and mortgages payable 


Secured by 
Construction, 
land held for 
and under 
development and Mortgages 
surplus land receivable 
$000's $000’s 
LSI s he ee MS RPE. Oe ee 6,880 672 
WP TASh. | Sees ceane oak. A ed, eee ee 4,014 lain 
[cuba ee 480 1,687 
LOD Mee meeneeet aah, aod .o%, 405: — = 
JOG 2a, eee ee cok eh eeed,, 2px. _ — 
1983 and subsequent ~..2..... 5,678 _ 
#052 3,518 
Latest year of maturity........ 1983 1980 
Fixed interest loans $000’s ..... 9,292 a 
Range of interest 
FA lCSou ene . sere eee se 6% - 13% — 
Weighted average 
INtenestsmate teu seeee 4. F Tae 0 — 
Variable interest loans $000’s . . 7,760 3,518 


Deposit 
held in 
trust 


$000’s 


Lil Fe 


1 ieee 
7S 


Due to 
shareholders Total 
$000’s $000’s 
100 i AE 
540 Dt WS) 
— 2 AGL 
— 6,651 
640 Zee las 
1979 
640 
12% 
12% 


Interest rates on these loans vary from 27/s% to 5% above the minimum lending rate charged 


by the Canadian chartered banks. 
Deposit Held in Trust 


The interest rate on the loan payable and the deposit held in trust are the same, but the rate may 


vary from time to time (see note 7). 
Due to shareholders 


The amount of $640,000 due to certain shareholders is secured by a second assignment of 


certain assets of the Company. 


11. Sinking fund debentures 


9% Convertible sinking 


fund debentures Maturity Date 
SKK 1) Bes Pid Ce eee ee June 1, 1981 
ES OE has AI oie ak Pak oes February 15, 1981 
SCHiGs Lae Ati Che ek 2h ve alt June 15, 1981 


Add currency adjustment 
(note (a)(iii) below) ............. 


72% Convertible subordinated 
sinking fund debentures 


1 AINA a catty oe ere June 30, 1988 


i) 


Principal 
$000's 


TOW 
2,915 
2,157 
5,784 
1,268 
Hh O52 


O21 
eles 


Payments Due 


1978 
$000’s 
191 
781 
578 


1,550 
340 


1,890 


1979-88 
$000's 


521 
2,134 
hore 
4,234 


928 
5, (162 
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(a) 9% Convertible sinking fund debentures 
(1) Sinking fund payments 
The Company is required to make payments of $1,550,000 annually to 1980. These 


payments are proportionately shared by the principal amount of each series outstanding 
on the October 5 immediately preceding the November 15 sinking fund payment date. 


(ii) Convertible features 


Each series is subdivided into three separate sub-series. The principal amount of such 
sub-series (series C and D sub-series being adjusted for the currency relationship noted 
in (iti) below) may be converted into common shares at any time prior to maturity as 
shown below: 

Conversion price for 


Sub-Series one common share 
I Serer See 8 rt moe toca rye or laedy a $3.00 
II MEP ih EE ee ee ee $4.00 
Tae: cc Soe kee be ete hac BB Sc $5.00 


The above conversion prices are subject to anti-dilution provisions. 


(iii) Currency adjustment 


Series C and D principal and interest payments, including sinking fund payments, are 
subject to adjustment (limited to a 25% increase or decrease) depending on any 
changes in the relative values of the Canadian and Federal Republic of Germany 
currencies, calculated at the date of or immediately prior to payment. 


The maximum adjustment is carried as a deferred charge and is charged to income 
during the year sinking fund payments and conversions are made. The currency ad- 
justment at December 31, 1977 would have been approximately 93% but for the 25% 
limitation mentioned above. 


(iv) Redemption 
The debentures are redeemable on or before maturity, in order of sub-series Il to lV, at 
par plus accrued interest (adjusted for the currency adjustment noted in (iii) above). 

(v) Security 
These debentures, Series B to D inclusive, rank equally and are secured by fixed and 
specific charges on certain mortgages receivable, certain revenue producing real estate, 
certain land held for and under development and by a first floating charge on the assets 
and undertaking of Revenue Properties Company Limited. Substantially all of these 


mortgages receivable and real estate also secure various indebtedness which ranks in 
priority to this charge. 
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(b) 7% % Convertible subordinated sinking fund debentures — Series A 
(i) Convertible features 


The debentures in the amount of $921,000 are due June 30, 1988 and are convertible 
into common shares of the Company on or before June 30 in the years 1978 at $7.53 per 
share, 1983 at $8.91 per share and 1988 at $10.57 per share. These conversion rates are 
subject to anti-dilution provisions. 

(11) Sinking fund requirements 
Sinking fund payments will not be required until at least 1987. 


(iii) Redemption 
The debentures are redeemable at par (i) to meet sinking fund requirements, and (ii) at 
any other time if throughout the 180 days prior to the date on which notice of 
redemption is given the market price of the common shares has not been less than 125% 
of the conversion price then in effect. 

(iv) Subordination 
These debentures are subordinated to the prior payment in full of the sinking fund 
debentures referred to above and of certain other prior indebtedness. 

(v) Dividend restrictions 


There are restrictions under the terms of the Trust Indenture concerning payment of 


dividends. 


12. Bank indebtedness 


1977 1976 
$000's_ = $000's 
Bank indebtedness, unsecured ............... eR A. Pine I 1,004 1,618 
Bank loans, secured by construction in progress . Pa Ae 3,313 3,807 
Bank loans secured by balances receivable for land sold 
under agreements of purchase andsale............. HN ; 1,253 — 


Pea GNORWS SEO UCIOW sale tee oe caus hewn aeons wed ee 6,571 5,883 


12,141 11,308 


Bank loans in the amount of $6,571,000 are secured by fixed and specific charges on certain 
accounts and mortgages receivable, certain revenue producing real estate, certain land held for 
and under development, and certain surplus lands. These loans are repayable in United States 
Eurodollars. The Company is required to purchase sufficient forward exchange contracts to 
repay the principal amount of such indebtedness. Interest rates on these loans are set half- 
yearly. These loans are non-revolving with repayments scheduled as follows: 


$000's 
1 AIMEE AiG, WG a OE eT Re ad awe oo 1382 
7) ee I eR NBs oe hs pik cae k 4 1,374 
ih 05 e e we Rawla bien wa ees 2202 
ECPM E toe re Teh) a Og ye 1,663 
6,571 
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13. Deferred income 


. : 1977 1976 
Unamortized profit on sale and leaseback $000's $000’s 
and similar transactions —_S 


Balances Jarrary do oe gecpesee ce alee ae eae ne ce eee ee 3,069 eles: 


Additions through profit on construction sales 


with lease commitments attached thereto....................... 97 189 
Less AMOUuNnts IN ChUGEC TIN 1COlT Ge es ee eee ee en (197) (253) 
(100) (64) 


Balance, December 31... .J.c4<c Pos eee ee 2,969 3,069 


Approximately $157,000 of the above balance will be taken 
into income in 1978. 


Revenue attributed to cash flow guarantees 
deferred to future years 


Balance, January 1 


Adee MCs a Ot Ae ee ee ee ee ee eee 392 — 
Portion of the selling price of residential buildings 

attributed to Gash tlow Stiarantees. se. ee ene 574 392 
Balance. December 3.0, scsmrus kee ee ee ae 966 392 


The company will take the above balance into income in 
predetermined amounts as it is called upon to 
perform under its guarantees. 


Total Deferred Incomié: 2 ......4. 5 eee 3,935 3,461 


14. Capital stock 


(a) 


Authorized 


291,852.5 6% Cumulative, non-voting second preference shares, par value $10, 
redeemable at par. 


20,000,000 Common shares without par value. 


Issued and outstanding 


Common shares Shares Amount 
AtDecember 31, 1977 and 1976... ...5. 6: .40.+ 0x4 a 14,146,147 $27,324,000 
Reserved No. of 
The Company has reserved common shares for possible issue as follows: Shares 
72 % Convertible subordinated sinking fund debentures (see (i) below) .... 122,300 
Stock options (see (ii) below) ..... PAAR Ne BEN... ron Pe 25,000 
9% Convertible sinking fund debentures (see (iii) below) . . it ay 1,666,562 


1,813,862 


(1) 7% % Convertible subordinated sinking fund debentures 


The conversion of these debentures at $7.53 per share would result in the issue of 
122,300 common shares. Additional common shares would be reserved if the con- 
version price were to decline as the result of future share issues at prices below $7.53 per 
share (see note 11(b) (i) ). 


(ii) Stock options 


Options to purchase 25,000 common shares are held by two directors and officers as 


follows: : 

No. ot 

Price Shares’ 

5,000 shares before September 30, 1979... ...... Be Eda he OREO 5,000 
5,000 shares in each of the five-year periods ending 

September 19, 1978 to 1981 inclusive ...... hot, APO aN me ate 20,000 

25,000 


(111) 9% Convertible sinking fund debentures 


The conversion of these debentures, assuming the maximum currency adjustment 
applicable to Series C and D debentures as set out in note 11(a) (iii) would result in the 
issue of approximately 1,666,562 common shares. 


revenue properties company limited 


15. Lease and similar obligations 


(a) The Company is the lessee under a number of cancelable and noncancelable leases. Gross 
rental expense was $3,910,000 in 1977 ($3,085,000 in 1976). The gross income from the 
sublease of these assets and leasehold improvements attached thereto was $11,014,000 
($9,286,000 in 1976). 


(b) The minimum lease commitments of the Company as lessee as of December 31, 1977 for all 
noncancelable leases and the related rental income from existing subleases of leased assets 
and leasehold improvements attached thereto are as follows: 


Lease Rental 

Commitments Income 

$000's $000's 

1978 05 aiptusti ball Oa A ee e756 fA KES 

1979 seach, diplion dap erence) ae ar nr 1,663 1 Oe7 

1980 Jain « chosen ee 1,506 1,447 

1981 : Og, 9) Si een 1,506 1,099 

1982 = » hid, Seat Ree ieee ae ee 1,506 SS 

ii93s= 1937 eae eT Pe eee ee 8s 5k oo 3,141 2,479 

1988219922. eT eh. ee 2,891 1,982 

1993-1997 Later ee AR 2 ee er ee) a WAS 1 2a 
Thereafter ae Se os Co ee ee 17,349 —- 


The Company’s minimum lease commitments, as above, are exclusive of operating ex- 
penses. 


Certain lease agreements permit the termination of continuing obligations upon the 
payment of a specified amount pertaining to each, the total amount of such payments being 
$1,492,000. Certain lease agreements contain renewal options. 


16. Contingent liabilities 


The Company includes in its balance sheet the proportionate share of the assets and liabilities of 
its unincorporated joint ventures and partnership. The Company is contingently liable for the 
other participants’ portion of the liabilities of these joint ventures and partnership. This con- 
tingent liability is approximately $24,000,000 as at December 31, 1977. Against this contingent 
liability, the Company has recourse to all of the assets of each joint venture and partnership as 
well as the assets of the other participants to the extent it is required to pay liabilities in excess of 
its proportionate share. 
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17. Legal proceedings 


On January 30, 1974, Century City Developments Limited (a subsidiary of the Company) filed a 
claim in the Federal Court of Canada for additional compensation for approximately 1,100 acres 
of land expropriated by the Government of Canada in May, 1973 and for injurious affection to 
its land adjacent thereto. 


18. Consolidated statement of income 


1977 1976 
$000’s $000’s 


(a) Interest expense 


Debentures — interest |. . : ee 852 1,081 
— currency adjustment on principal po weee® ak 340 340 

INNOGUE ACCS een, Soe ene 4,865 5,424 
Other ee ee ba se: 1,946 1,358 
8,003 8,203 

Less amounts capitalized .......... 3,793 4,756 
4,210 3,447 


(b) Earnings (loss) per share 


Earnings (loss) per share is calculated using the weighted average number of shares out- 
standing of 14,146, 147 in 1977 and 1976. 


The conversion of all convertible debentures or the exercise of outstanding options would 
not have a dilutive effect on earnings per share in 1977 or 1976 and consequently fully diluted 
earnings per share is not provided. 


(c) Remuneration 


Aggregate direct remuneration paid to directors and senior officers as defined by the 
Business Corporations Act of Ontario was $325,500 in 1977 ($310,673 in 1976). 


(d) Anti-inflation legislation 

The Company is subject, as follows, to the Anti-inflation Act which provides as from 
October 14, 1975 for the restraint of profit margins, prices, dividends and compensation in 
Canada: 


(i) The parent company, Revenue Properties Company Limited, is subject to the restraint 
of dividends. 


(ii) A subsidiary of the Company is subject to the restraint of profit margins, prices and 
compensation. In principle the profit margin and price controls require that only in- 
creases or decreases in certain costs can be reflected in price adjustments. 


(iii) The residential rental operations of the Company’s subsidiaries are subject to the rent 
controls of the various provinces in which they operate. 
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19. Quarterly financial data (unaudited) 


Summarized quarterly financial data for 1977 is as follows: 
Three Months Ended 


March 31 
as previously March 31 
reported as restated June 30 September 30 December 31 
$000's $000's $000's $000's $000's 
Gross fevenUer Te eae 6,974 6,974 6,882 8,163 10,039 
Gross Drotlt ee oc IL PAS) 1,438 1,534 1,030 O26 
Net income (loss) ....... 29 5S (1,703) (178) (1,007) 
Earnings (loss) per share . . Gg. Ag (12.0¢) (t3¢) (7.12) 


Summarized quarterly financial data for 1976 Is as follows: 


As restated for the change in method of depreciation (note 1(d)): 


Three Months Ended 


March 31 June 30 September 30 December 31 

$000’s $000's $000’s $000’s 
Gross revenue .......... 6,166 8,342 8,780 10,971 
SFOSS PrOllGeas oer - eae J 17520 1739 2,045 42] 
Net incom esate ese 43 oe 698 328 
Earnings pershare....... 3¢ Ag 5.0¢ 23¢ 

As previously reported: 

Gross. FEVENUG Wace ie 6,166 8,342 8,780 10,971 
Gross profit ............ 1,348 1,563 2,068 2,277 
Net income (loss) ....... (43) (31) 710 410 
Earnings (loss) per share . . (.3¢) (.2¢) 5.0¢ 2.9¢ 


20. Unused financing commitments 


It is the policy of the Company to obtain commitments for mortgage financing on all residential 
construction projects at or prior to the commencement of construction. The unused portion of 
these commitments is in excess of the estimated costs to complete all housing units under 
construction. 
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21. Income taxes 


A RS SE SSS SSS SS SS SSA ca eh aps nA 
The income taxes provided in the consolidated statement of income are as follows: 


Current. OA re SL Be ee ee 
Detemned meee ns A ee ed Oe eee ee 


Deferred tax expense results from timing differences in the recognition 
of revenue and expense for tax and financial statement purposes. The 
sources of these differences and the tax effect of each are as follows: 


Capital cost allowance over (under) book depreciation . 


Net increase in carrying costs of real estate expensed on tax returns 
and capitalized on the books |. . 


Prior years’ timing differences resulting in tax losses which are 
applied inthe current year................. 


Net differences resulting from method of deferring income for tax 
and book purposes ....... 


Net differences resulting from inter-company transactions 
Operating losses for which future recovery of taxes is provided 
Prior years’ timing differences, previously unrecognized 


Deferred tax expense (recovery) Nae 3 


1977, 
$000’s 


(1,623) 


(1,623) 


(447) 
(1,889) 
205 


(1,623) 


1976 
$000’s 
20 
692 
Te 


833 


(164) 

(315) 
141 
692 


The Company does not anticipate any reduction in deferred income taxes payable in any of the 


succeeding three years. 


Expected tax expense differs from actual tax expense as follows: 


1977 
$000's 
Computed expected tax expense (recovery). ...... (2,331) (50.0%) 
Increase in expected tax expense resulting from: 
— operating loss in subsidiary company for 
which no future recovery of taxes was 
RCiICedl ll Glee, Pina ee a eee ee 687 14.7% 
— other sundry items... . ee oe: 21 0.5% 
Decrease in expected tax expense resulting from: 
— non-taxable portion of capital gains | | oe — — 
Tax expense (recovery) |. . eo oe PR 2 (1,623) (34.8%) 


1976 
$000's 


(A328) 


72\ 


(8.6%) 
41.4% 
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22. Partnership agreement 


In order to replace the existing employment arrangement with Michael G. Wright, effective 
January 1, 1977 the Company entered into a partnership with M. G. Wright Construction 
Limited, a corporation of which Mr. Wright is a substantial shareholder. Mr. Wright is a director 
of Revenue Properties Company Limited and an officer of certain of its subsidiaries. The part- 
nership has acquired from the Company, at fair market value, construction in progress, land held 
for and under development and two revenue producing buildings and assumed the liabilities 
attached thereto. Profits and losses of the partnership, which is known as Les Aménagements 
Revcon — Revcon Developments, are shared 75% to the Company and 25% to M. G. Wright 
Construction Limited. The effect of this arrangement on the Company’s financial statements for 
the year ended December 31, 1977 is to increase sales of revenue producing real estate, con- 
struction and real estate under development by $2,803,000, which approximates their cost. To 
the extent that the assets acquired exceed the liabilities assumed the transaction gives rise to an 
interest bearing account receivable from M. G. Wright Construction Limited, which at 
December 31, 1977 was $1,546,000 (see note 6). The partnership will develop, construct and 
retain or sell real estate in the Province of Quebec. 


Pay 


1977 and 1976 share trading (unaudited) 


The following is a summary of trading per share by quarters: 


1977 1976 

4th 3rd 2nd 1st Ath 3rd 2nd 1st 
High 86¢ 82¢ 77¢ 79¢ 75¢ 77¢ 84¢ 92¢ 
Low 65¢ 67¢ 65¢ 65¢ 61¢ 65¢ 70¢ 68¢ 


24. 


Reclassification of 1976 comparative figures 


1976 comparative figures have been reclassified to conform with the financial statement 
presentation adopted for 1977. 
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FIVE YEAR SUMMARY OF OPERATIONS 
(1973-1976 as restated) 


1977 1976 1975 1974 1973 
$000’s $000’s $000’s $000’s $000’s 


Rental operations 


PROTEC WER OO g(Gk tn a Aint, 2 ie 12,667 AZ A 10294 10,298 O27 
Property operating expenses ....... 43 8,621 Tse We E207 6,847 7,034 
Depreciation ........ gta ae 436 389 362 3241 303 


3,610 3,870 a I 22 2130 25590 
Revenue producing real estate 


SES SL ghee ON Sea ee Wee oe 3,475 4218 4329 489 - 
Pees scl See ene sa or wee ee, kw Gs 3,408 3143 3,956 506 = 
67 OS Bye (7) _— 


Construction, land held for and under 
development and surplus land 


Sales SOOT ad eee Lott > Aa ne 1453 16,541 4,726 TE Tes} 8,740 
OS OI Salam Me Ear ato 2g ce 14,263 15,398 4,089 6,605 6539 
250 1,143 637 el24 2OOi 
OCSriInGOMes 4.4 ..255 454 5 ee 1,403 O37, hess) 1,166 1,688 
Gross profit from operations ............ Spetele O25 5, 865 5,403 6,479 
Interest expense less amounts capitalized |. . 4,210 3,447 3y134 2,888 3,060 
Net transfer (from)/to deferred income ..... (100) (64) 62 (530) (1,178) 
Other expenses Bea Ren ee 1,956 1,936 1,661 1,648 720 
Provision for loss on realestate ............ 3/927 — — — — 
Income (loss) before income taxes and 
Sxtiorcinarny wie... esse eae: beers Mee (4,663) 1,706 1,008 boo7, PBS VTL 
[GTS AES elas the a neu ook ae koe es (1,623) 721 363 645 1,667 
Income (loss) before extraordinary item... .. (3,040) 985 645 752 1210 
Extraordinary item 
Deferred income tax reduction ........ 205 141 70 =) 838 
oe er ae eee ene ee 
Net income (loss) forthe year ....... . (2,835) 1,126 115 785 2,048 
Interest capitalized... ... Me eset AEN: > 3723 4,756 3,675 3,056 2,506 
Earnings (loss) per share 
Before extraordinary item.......... ms (21.5¢) 7 .O¢ 4.5¢ Shela 9.1¢ 
After extraordinary item........... ie (20.0¢) 8.0¢ 5.0¢ 5.5¢ 15.4¢ 
Average number of shares (in thousands) 14,146 14,146 14,146 14,146 13,242 
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SUMMARY OF PRINCIPAL HOLDINGS 


Company ’s Proportionate Share 
DECEMBER 31, 1977 


Number of 
Residential Approximate 
Units Rental Area 
Completed (sq. ft.) 
Revenue producing property owned: 
Industrial 
Toronto, Ontario “6s. Dae ee ee ee ee ee eer 765,500 
Montreal; QuebeCt <3 ee. oe ese ge ee eee 958,000 
Calwary zAlbettas:.. 2a ii5 5 ieee 2c eet ec 1 ee 24 000 
Commercial and Residential 
Toronto, Ontario 
The Colonnade. sve ; e444 cane ee eee | ee 158 84,000 
BlOOr SEEGER, = eg x. sche ald ose ee ee 16 10,600 
Yonge Street - haces sy een ee Ea et eee 7,400 
Janie Street > enc = cc Bhs eS ec ee a are 77/3 _ 
Charles. Street’ seats ce Fee aces tr oe en 7 ,OOO 
OakvillerOntario= Shopping Centre. ait een eee 6,500 
MonirealeOuebec fale) wee eee ot, Leeper. © . ee 69,900 
Saint johny New Brunswick. .. aes 2). eee eee 102,650 
Hill Island (Lansdowne), Ontario...... BR ED mh ky ct ok ee Re 50 unit motel 
Revenue producing property sold and leased back: 
Residential 
ILGrOnte,,/COMCANIO: case v53s as ease ek on ee ee cet ae 817 
HalifaxpiNova Scotia, ..22-2. 2... 2 ee ee 240 
Saint lon, INEW Brunswick: . 5.1 e one nae eee pen 152 
Commercial 
Toronto: Ontario ef ere eee a eee 9 200 
alitaxsNOVverStOtitess. 0) ee a re ee fe Pe oo 141,800 
Fdmontom, Albertas a. B25 naoe cee ew oe eee 69,200 
Saint John, New Brunswick......... sg Beet Seis lt eS ee 102,650 
Industrial 
AKeivslqiteme Migtesigisgen- “oe eaeeee Sarl omens Me eee re PT ee 647 , 300 
Montreal OUCh EC uy sees te ee tata. eee pra e wee ae ee 206, 800 
2) loo 3 2127900 
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Land held for and under development 


Location 

Ontario 
Acton 
Ajax 
Etobicoke 
Guelph 
Oakville 
Oakville 
Pickering 
Port Dover 
Simcoe 
Toronto 
Uxbridge 
Vaughan 
Whitchurch 

— Stouffville 

Quebec 
Boucherville 
Pointe Claire 


Surplus land 


Ontario 
Uxbridge 


Construction in progress 


Location 


Ontario 
Guelph 
Mississauga 
Oakville 
Pickering 
Etobicoke 


Quebec 


Boucherville 


Ontario 
Guelph 
Toronto 


Quebec 
Montreal 


Proposed Use 


Residential 
Multiple 

Residential 
Multiple 

Residential 
Residential 
Residential 


Commercial & Residential 


Residential 
Commercial 
Multiple 
Multiple 


Industrial 


Multiple 
Industrial & Commercial 


Sale without development 


Type of Unit 


Housing 
Housing 
Housing 
Housing 
Residential rental (lease) 


Housing 


Shopping Centre 


Commercial 


Industrial & Commercial 


Approximate 
Number of 
Acres 


94 


3,609 


Number of 
Units 


59 
35 
10 
2 
764 


48 


Square Feet 
Under 


Construction 


13,000 
6, 100 


67,000 


% Company 


Participation 


75 
100 
100 

fs) 

15 

Sve 
100 

topes) 

Bie ee. 

50 
100 

40 


100 


75 
TAS 


100 


75 
50 
50 
100 
50 


75 


100 
100 


75 
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